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i. puat»0i«) 

Tiie tsaturwi Gas Industry has from its be£innin& gained in impor- 
tance to the American people with tech passing year. «ia the public 
reliance on natural gas has increased the local, state, and Federal goverc- 
rerts hare increased regulation of the indue try. Jbst or this regulation 
has boon of such a nature eo to Insure the public of Increased natural geo 
supplies at reasonable prices, kittle if say thought has been given to the 
welfare of the industry, Iho crest of regulation against the industry asst 
been readied with the wuprafco wourt'a decision in the "chillip* late." Xf 
this interpretation is elloaod to stand then there ia strong reason to be- 
lieve that the Natural Cas industry has reached its acnith and aust now oturt 
a decline under the burden of strangling regulation, Geneequentiy, instaud 
of increasing gas supplies at reasonable prices the increased regulation will 
In oil probability cause a decrease in natural gas i mplies mC an increase 
in price. 

It is the purpose of this paper to show how the rec,u-ati«a of the 
Hatural has Induo try has groan to such proportions tout it no monger serves 
toe purpose intended, but robuur it ie destroying toe very things it woe 
created to preserve, % looking at the possible results of the fhillipe 
Case on the Gea -ndustry, certain plausible eoaclusicna anu predictions can 
be made for the future of too industry, Possible solutions to the dilewea 
of over-regulation are presented in the hopes that future ao/aa to regulate 
can bo forestalled. ih«a peraapo the present regulations con be reduced so 
that toe industry can more adequately servo toe public end at tin o ««e Um 
strengthen and preserve xweaf. 
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I. KEGUUTOW POfeERh Of Id*. FI.BfcW, GOVtRNHEKT 



a. laissos Fair© 

From tho very beginning of this country, the people of the United 
States have, in general, believed in a system of free enterprise with a 
siniwura of interference in private business by the government. Under this 
philosophy the government should serve the individual and not interior 
with his freedom except to protect the equal freedom of others* This phil- 
osophy of individual freedom in economic pursuits is best expressed in the 
doctrine of H laissez fairs. 15 According to this doctrine the individual should 
be allowed maximum freedom of action in the process of making a living. 
Governmental interference with the individual's activities should be limited 
to the extent necessary to prevent force and fraud.** 

Under the laisse* fuire philosophy of economic conduct, it is felt 
that business should bo conducted by private individuals und not by the 
government. Private ownership and operation of business is much more ef- 
ficient ana economical titan is government ownership or operation. when an 
individual produces these things which the public wants to buy and for which 
they give him the greatest profits, ho is working for both the public and 
his own best Interests. The individual businessman, unhampered by govern- 
mental restrictions, must promote maximum efficiency in his organisation in 
order to meet the competition from other free competitors. This type of free 
competition protects the public from exploitation and guarantees the best 
possible goods at the lowest possible prices.^ 



■^Preferences listed in the Bibliography 
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B. LtiU.cs of the Government 

XU* government's role la our system of free enterprise is that of 
protection, aid, and service* It must protect the property rights of the 
individual so that the individual may have access to his property for his 
own enterprises. In order to insure fair competition, the government must 
protect society against the growth of monopoly. a sound monetary eyatem 
must be provided to aid business. The government must aid end serve society 
by providing services, which by their very nature, cannot be provided by 
private enterprise at a profit*— schools, parks, and Armed forces, to men- 
Vion a few examples.* 

Starting in the nineteenth century a certain minimum of governmental 
interference with private business came to be accepted as necessary and de- 
sirable. In certain industries this interference has grown to considerable 
proportions. It is not unnatural that the body of law built up by court 
decisions continues to be applied to those Industries which fall into the 
category of transportation, public utilities, banks, insurance companies and 
the like. These interferences in the afore mentioned industries have now 
some to bo considered governmental prerogatives. -'-a such, the government is 
now expected to provide these services either directly or by delegation of 
their performance to private companies. Under this condition the private 
company is domed to be acting as an agent of the government and is thus sub- 
ject to its control. This point of view was expounded In an 1837 judicial 
opinion concerning the railroads in which the Supreme court said in parti 

Tint railroads, though constructed by private cor- 
porations and owned by them, are public highways, has been 
tii* doctrine of nearly ail the courts ever since such con- 
vinces for passage end tr&nsporataticn have had any existence. ... 



.5 









«l *+> •* 



Mf %• 



ttm i 












j 












* 



















» 4a g«« 
• a m mm* 
















.• • 












«4 %4 











uA 



• • * • 



3 . 



Whether the use of & railroad Is a public or private 
one depends in no censure upon the question wno constructed 
it or who owns it. It has never been considered a natter of 
any importance that the road was built by the agency of a 
private corporation, fto natter Who is the agent, tue func- 
tion performed is that of tae State. Though the ownership 
is private the use is public. 3 

The government's regulation of rail transportation under this agency 
principle is not to be denied, but should this principle be equally applied 
to the gas industry? the distribution and sale of gas has of late been 
considered a proper area of government regulation, yet the provision of fuel 
has never been regarded as a peculiar function of the government, -as, 
electricity, coal and wood are all used for heating and cooking, yet only 
the distribution and sale of gas and exec trial ly are under strict regula- 
tion. Khe best explanation of this discrepancy is that the distribution 
and sale of pas and electricity fall Into the category of monopoly in a 
field of great public interest#** 
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C. Justification for U>vern*c«tai ^isguiation 

the i enerai public has two sources to protect it fro* business 
exploitation such os high prices, poor or discriminatory acnrt.ee, end ar- 
bitrary rules and regulations. These two sources are government regulation 
and free competition. Under free competition businessmen compete with one 
another for public patronage, either by cutting prices, by providing a pro- 
duct of higher quality, or by giving superior service. Thus by free compe- 
tition the public is assured of the manufacture and sale of the highest 
quality products at the lowest possible prices and with the best service 
possible. ^ 

Xt Is at times impossible or impractical to have competition. The 
construction of municipal g«s storages and the building of the transmission 
syslar; require a considerable investment on the part of a gas distribution 
company. The company must have all the business it can get if it is to be 
a profitable venture. The rise of a competitor in this area night well mean 
that neither could survive the competition and the community served would 
thus be deprived of the very canmcdlty both companies were try in, to ucliver. 
Obviously if the public is to be adequately served the service company must 
be protected from competition— that is to say, it must be permitted to 
flourish as a monopoly, fne public is no longer protected by competition, 
therefore, "regulation is Justified when a monopolistic situation exists in 
a business involving great public interest". 5 
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D* Baaia for Federal Co Vermont togm.iitiun 

Today practically all regulation in tills country i> carried on under 
the provisions of statues enacted by various legislative bodies* statutory 
low regulation takes precedence over ccejson law regulation* Common law may 
be applied to any situation not covered by statute law* legislatures must 
set within the frame work of the state and national constitutions* Thus 
the Federal Government may engage only in those activities delegated to it 
by the Constitution of the United btatea*^ The only specific authority that 
.engross has to regulate business is found in the c oar. e roe clause of the 
Constitution which gives it the right n to regulate commerce with foreign 
nations, among the several States, anct with the Indian tribes”. ■ Thus 
Federal legislation is limited to the regulation of interstate and interna- 
tional commerce* 

A state's legislative activity is restricted by certain provisions 
of the Federal Constitution* There is, however, s broad area for the regu- 
lation of business by the states, even after making allowances for the 
limitations of state sovereignty* In this area the state may legislate and 
regulate to control the use of liberty and property. This is done for the 
purpose of protecting public health, safety, morals, and general welfare* 

It is t! rough these powers that the state can determine the proper measures 
for the conservation of natural resources and the proper price of utilities*® 
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II. PIPELINE TKAKSPUSTATivS 

A. Development of Pipeline Transportation 
The Petroleum industry mss under no restriction or regulation what- 
soever at its inception. As it grew In importance and the public cane more 
and sore to depend upon it, controls and regulations Mere , radually applied. 
In l6j>? near Titusville, Pennsylvania, Colonel E, L. Drake drilled the first 
well for the purpose of producing oil. In « very short time the entire 
country about Titusville vat in an uproar over this new so.rce of wealth, 
sell after Mali was drilled end brought into production. Since Most of the 
wells Mere located In remote arses, transportation of the oil became an im- 
mediate problem. At first teamsters were employed to haul the oil to the 
nearest r&ilro&d. The loads carried Mere small, the teamster’s wages high 
and the roads used were unreliable, Early in i860 attempt® Mere made to 
move oil by pipoline, but the teamster* seeing an infringement on their lu- 
crative trade, ripped up tho pipelines and smashed the pumps during the night. 
Eventually os production increased, the construction and expansion of the 
pipelines outran the attenpto to destroy them.^ 

ifcliile the petroleum industry wee making great strides after 185?# 
toe natural gas industry was barely starting. In tho Titusville area the 
gas produced with toe oil was considered us a nuisance and its disposal was 
a problem. The gas had no saleable value and constituted a fire naaard 
around the well. It killed vegetation and animal life and made toe surround- 
ing area untenable. It wan not until 1672 that the first largo scale com- 
mercial venture with natural gas was successful. The unwanted nuisance was 

piped to nearby communities for household consumption, thereby marking the 

10 

beginning of toe natural gae industry in this country. 
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B. Demand for the Regulation of Pipeline Transportation 
By 1672 the place of the pipeline in the petroieua industry vw 
assured, it this tin* throe companies dominated the;- field; the Pexvxsyivania 
Transportation Company, the Pennsylvania Sailrocd’e Respire Transportation 
Co* pany, and the United ?ipe lines. John B. ;ocktifellor, who up until this 
time, was primarily concerned with oil refining facilities, decided to obtain 
an interest in the United Pipe *inee. Rockefeller purcued his interest in 
pipeline© until in 1683 ho gained control of the tidewater Pipe lino Company. 
From here on until the early 1500' s Rockefeller continued to build a nearly 
complete monopoly of the petroleuu industry. In 1906, under President 
Theodore Roosevelt, Congress psaced the Hepburn Act which destroyed the 
Rockefeller monofjoly by placing interstate pipelines under control of the 
Interstate Corjrwsrce Camlssion. This was the first step in Federal regula- 
tion of the petroleum Industry.^ 
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HI. Hk-oU^ATI.H OF HATlitAL C/w fl« J B blBiS 

A. The Natural Cm Act of 1938 

fahon oil carrying pipolines case under Federal regulation in 1906, 
the natural gas pipelines were specifically excluded, Out from tuai time 
on there was considerable agitation for the regulation of natural gas pipe- 
lines* State public utility commissions and Municipalities hod controlled 
the sale of natural gas to consumers for Many years, but it was not until 

1938 that the Federal government finally started to regulate the transpor- 
ts 

tation and sale of gas Moved in interstate pipelines* 

The necessity for regulation and the scope of such regulation is 
set forth In the Natural Uac Act itself 

Section 1* (a) As disclosed in reports of the Federal 

Trade wcnmlssion mme pursuant to Senate nesvlution 83 (Seven- 
tieth dongresB, first session) and other reports declared tout 
the business of transporting and Belling natural gas for ul- 
timate distribution to the public is affeoted with a public 
interest, and that Federal regulation in matters relating to 
the transportation of natural pas and the sale thereof in in- 
terstate and foreign commerce is necessary in the public in- 
terest* 



Section 1* (b) The provisions of this act shall apply 

to the transportation of natural gas in intern tata commerce, 
to the sale in interstate commerce of natural gas for resala 
for ultimate public consumption for domestic, comerciai, in- 
dustrial, or any other use, and to natural -gas companies en- 
gaged In such transportation or sale, but shall not apply to 
any other transportation or sale of natural gas or to the local 
distribution of natural gas or to the facilities used for such 
distribution or to the production or gathering of natural g as, 

(52 at&t. 821 (1938 )j 15 y*s.o. 717 U9U6) 

It is interesting that because of initial Federal regulation, the 
two fuels so closely associated in nature and agtln in transportation are 
regulated by the different government agencies. Oil pipelines are regulated 
by the Interstate uonaorce Commission, since that agency was already active 
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in 1906 when wn.rcas started their regulation under the Hepburn «ct. In 
1938, when the natural gas pipelines caste under federal regulation, the 
Federal flower ooiwtiesion had been active In the field of public utility con* 
trol for eighteen years The Here fact that the Natural Gas industry is 
associated with the Federal flower GosoKisslon automatically directs thinking 
in terns of public utilities. This commission fro© its very be finning has 
been involved not only with the transportation of utility power, but also 
its original development end its sale to local Municipalities. It would 
appear that had the natural gas pipeline been placed under regulation at tint 
same tine as its natural brother— — the oil pipeline, the Interstate uownercs 
Ocmnlssion would be regulating it for what it really is— — o. system of in* 
terstate transportation and not a utility from start to finish. 
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B# The Federal Power vaaaiesion 
The Federal Bower Loawlseion is made up of five men eppaiated by 
the President, subject to confirmation by the Lunate# The Wrm of office 
is for five years with one torn expiring each Juno 22# Thm ch&ixman of tt is 
group is chosen by the President and it is he who is responsible for the 
executive tend aebainistrative authority of the -OKaicsion# The ner.be re of 
the Commission annually elect a vice chairman,- 14 

In carrying out its duties of regulating, investigating, licensing 
and so forth, the Commission is augmented by a large staff of permanent federal 
civil service employees# Thus while the v?auaio»iun Itself may undergo cnan&es 
every year, its staff may not change for years# Lines the staff has been 
associated with the work for a considerable period of time, and since it is 
not subject to constant change, it is understandable that it can and does 
exert a tremendous affect upon the thinking of the *.saaission# bo fore the 
Centals: slcn can make any radical changes it must first move the inertia with- 
in its own otaff.^k* i5 



lx. 



I?. T,ix. »*dLuX*h GATO 

A* K/eats beading Up to the Federal Tower lowaiosion be&rUig 
From the time of the original investigation leading up to tlie 
Natural Gao Act, it has been recognised that production was properly con- 
trolled in the field by the various states* The sale of natural gas to 
the ccasumer, on the other end, wan well under control of tho state public 

(xvl th. \<v'j*]| wmV«twHtt«»» It wtA i.hn opinion of the 
Federal Trade Uossndealon in its report, that tho only proper area of Federal 
Regulation was between these points of state control, namely, interstate 
transportation. 1 *^ The report submitted by this body sunned it up nicely 
when it eald; 

So, broadly speaking, we have in natural gas a situa- 
tion which no matter how fully and properly integrated, will 
present st both ends problems which are cither of local con- 
cern, or which ere of both local and general public concern, 
in between a field of interstate transportation where only 
through the exercise of Federal jurisdiction can proper solu- 
tion be obtained. ^-7 

Section 1 paragraph (a) of the Natural Gas Act itself, showed that 
Congress was Interested only in the transportation of natural gas in Inter- 
state and foreign eusmarce. Paragraph (b) of the same section specifically 
extended exemption to "any other transportation or sale of natural gas or 
to the local distribution of natural gas or to tho facilities used for 
such distribution or to the production or gathering of natural gas.". 1 ® 

The Federal Power Cosmiesion has hold hearings on tho application 
of Section 1 of the Act to producers and gatherers nine times to date. In 
all of these hearings not once has it held that it does have authority over 
"independent" producers and gatherers making sales at "arm’s length" for 
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resale Into Interstate eorcmerce* the last o f thene cases involved the 
-hillipa Petroleum Company* 

The Cvywssitjsiun, while exempting "independent* producers and gatherer* 
from its Jurisdiction has ruled that It does have Jurisdiction over the »«a© 
operations of "natural gas companies" as defined by the Act* On this point 
the Commission has been upheld by the courts* To help clarify this area of 
confusion two bille were introduced into Congress-- the rii*iey«*ioore hill 
in 19h7 and the Kerr hill in 19U9. Of the two only the Kerr dill was passed 

OQ 

and it was then vetoed by ^resident harry h, Truman in 1950* 

At the time the Kerr Bill was vetoed, the Conmlssicn had investigated 
the ihilllpo Petra*. own Ojmpmny and had ordered hearings to be held* when 
the veto was made public, the Otute of Wisconsin and ublic service 0o»- 
misel>m of Wisconsin and tlic cities of Cetroit, Michigan; Kansas City, 
Missouri; Milwaukee, Wisconsin, and the County of Wayne, Michigan, intervened 
in support of the Commission's Jurisdiction over Phillip®’ sales* opposing 
the Commission’s Jurisdiction were the states of Arkansas, Louisiana, Miss- 
issippi, hew Mexico, Oklahoma, and Texas* 



B. rtesuit* of the Fe<&erai Power 'JornmisCiOn’s i»e string 
-mj * result of tfceee hearings the ccmrdsaion in a four to one 

decision hold that the fMllips Petroleum dorapany whs an independent producer 
end gatherer# The Commission in its ruling stated that it did not have 

authority over the Phillips Petroieias uomp&ny* It further said in the 
majority report that* 



Tf* *.►»** wB<U*W* i» J «WTrl V RhOOT tMt 

our regulation of sale* made In the process of production 
end gathering would, by its very nature, be inconsistent or 
constitute a substantial interference with such regulation 
of producers and gatherers by Oklahoma, Texas, and «ew iexico# 

To cite one example, there is a direct relation between price 
and conservation, an important concern in the regulation of 
each of the btates*22 

This case was next heard in the Court of Appeals for the District 
cf Colunbla Circuit. The court handed down Its opinion on Kay 22, 1953* 
Its decision reversed that of the Federal Trade uosuaixsion. The Court's 
majority opinion Is expressed as follows : 

• • • • {'hiillpe 1 sales to the pipeline companies are 
not within either the statutory phrase 'the production or ga- 
thering of natural gas' or the Supreme Court's para-phrase 
'made during the course of production and gathering'* There- 
fore Phillips is a ‘natural-gas company* within the meaning 
of the Natural Cos Act and the Commission should fix the rates 
at which those sales are cade. 23 

The next logical s tep in the Phillips Case was an appeal to the 
supreme ^ourt. The Supro: e uourt, however, on November 30, i953* refused 
to hear the appeal,^ In January of 195* It reversed Itself and decided 
that It would review the oage#^* 
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v. the r wsa* wojti aj*» til, , hi*jlip& 



On Juno 7, 1951*, the Supreme Oourt ruled five to Uiree that the 

Federal .-‘over Ccwaission should regulate the PldLilips Petroleum vum^any's 

26 

sales of natural gas to inters beta pipeline companies* In effect this 
gives tho eossninslon ratumsklnc power over 2,300 " indeponcient" producers who 
sell their natural gas to interstate pipeline*,^ In writing the majority 
opinion in which he was joined by Chief Justice Warren and Justices Black, 
Reed, and Frankfurter, Justice Kin ton said* 

The legislative history indicates a congressional in- 
tent to give the ccaaa&KSicm jurisdiction over the rates of 
all wholesalers of natural gas in interstate coaoerce, whether 
by a pipeline company or not, and whether occurring before, 
during, or after transmission by an interstate pipeline company * . 

{tabulation of the sales in interstate Cwas&erce for 
resale made by a so-called independent natural gas producer 
is not essentially different from regulation of such sales 
when matte by an affiliate of an interstate pipeline company* 

In both coses, the rates charged may have a direct and sub- 
stantial effect on the price paid by the ultimate consumers* 
Protection of consumers against exploitation at the hands of 
natural gas companies use the primary *i» of the Natural Gas 
Act. Attempts to weaken this protection by amendatory legis- 
lation exempting independent natural gas producers from 
Federal regulation have repeatedly failed, and we refuse to 
achieve the same result by a strained interpretation of the 
existing statutory language*^ 

Justice Jackson took no part in the case* Justices Clark, Burton, 
and Douglas dissented. Justice Clark in reference to the majority opinion 
said* 



on its face, this lan^ags brings every gas operator, 
frm the smallest producer to the largest pipeline, under 
Federal regulatory control* In so doing, the court acts 
contrary to the intention of Cor. grass, the understanding of 
the states, and that of the Federal Power C usnitaion itself* 

The Federal Power o tame lesion is thereby thrust into the re- 
gulatory domain traditionally reserved to tho states* 2 ** 

TWo previous decisions by the Supreme Court gave adquate warning as 
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to what their decision w uid be in Uie .'hLilips dace. in toe 1?U5 ruling 
in the Colorado Interstate Gas Company case, it held that the rate base set 

by the Federal Power ~ur*& elon for rate Making purposes should Include the 
production and gutherin; properties of m af ill ate of on interstate pipe- 
line company. 27 Again in 19h7 in the interstate Natural Gas uoepany dose, 
the court ruled that sales Made by the company at the well head or during 
or at the conclusion of gathering were sales in interstate cj«»eree. Fran 
the language used by the Court In this case it appeared that the Federal 
Power UofrjRission had Jurisdiction over the sales of all producers of gao that 
would bo sold into interstate commerce* ^7 
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VI. THE FJTUHi OF THE K&TURAi* d*S IKWi-TO SASH JfOK TOE 

fkdekal ojvessheht's reolatibi pouct 

Bow that the Courts have Been fit to change ttw natural Cea lot 
by making the interpretations never Intended by Congress, thereby putting 
Federal regulation at the wellhead and ourplunting free competition and 
the state conservation lews, what is the future of the natural gas industry? 

The Federal Power Coasiisslon'* Batural das Investigation in lfrUS 
gives some Idea as to the possible effects of the latest Euprems oourt 
decision* 



It is appropriate to point out, however, that if tha 
Federal Power wwtission were to be authorised to fix the 
prices of ana's length sales of natural gaa by producers and 
gatherers to pipe-line coapsaies transporting it in interstate 
oomnerce, the result would be to establish Federal authority 
over a substantial part of all field and well prices for 
natural gas. C ontrol of oil as well as gas would necessarily 
bacons involvedffi sinje the production of these two resources 
is to a large extent Interrelated, also, if the Federal Go- 
vormant were to fix the prices on sales of natural gas by 
producers and gatherers, such actions would Impinge upon the 
functions of the Et&tee relative to oil and gas conservation 
and the protection of correlative property rights of producers 
in those resources. 2? 

Thus the Cossiieslcn expected not only control of gas, but oil as wall, 
to result froa the regulatory powers that they have Just received. Further 
the Gjwieslen expects to Infringe upon state oil and gas conservation 



programs. 
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A* Gw tic&ems 



la a nornaX free wc^nosy the factors of supply and demand tend to 
counteract and balance each other* Today the natural gas Industry ia found 
in an unnatural situation-*— that of having its supply threatened and its de- 
mand fostered os a result of ^overmental regulation* die recent decision 
of the Supreme Court in the Phillips Case has driven a wedge between supply 
and demand when the scales were already tipped in favor of demand* Until 
recently the supply of natural gas was in balance with the demand primarily 
on the basis of incidental finds while searching for oil* <ieoent forecasts 
for the Cob and of gas in 1975 have put it at two and a half times the 1953 
figure of 8.7 trillion cubic feat. 3® * 31 i n addition most of th» reserves 
have already been committed to e particular customer thereby eliminating 
present reserves Troa the future demands of new customers*^ The only so- 
latia to the lopsided demand situation picture was to spend time and con- 
siderable money for the primary search for new gas fields, in order to 
provide ample reserves for the future demand* 

in 193d tho proved gas reserves of this country stood at 70 trillion 
cubic feet* The production for 1938 war 2*9 trillion cubic feet thus giving 
s ratio of reserve to annual production of 23*6* In this same year Gongres* 
passed the K&tural Gas Act, thereby setting up a partial disparity between 
supply and demand* During the restrictions on both supply and demand in the 
years of World war XI the ratio rose to 31*2 in 19i*6. Frost this point on the 
restrictions on demand were dropped and those on supply Increased until in 
1953 with reserves of 20luti trillion and production of 9*5 trillion the ratio 
of reserves to production have declined to 2i*5»^ 
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The i uprose Court’s decision of Juno 7, x9$h, is going to elimin- 
ate the desire on the part of come producers to nuke their gas reserves 
available to interstate transmission* is early as 1?U8 when the Federal 
Power Cow, Lesion first conceived the idea of investigating hlixipa, cer- 
tain of the large producers removed their gaa holdings fro* the interstate 
market. Others had clauses written into their contracts to free themselves 
in the event of Federal regulation* 33 

The State of Texas, in 1953* had 105*7 trillion cubic feat out of 
the nation's 199*7 trillion cubic feat reserve* Of the total reserves only 
69*2 trillion cubic feet were not associated with crude oil* it ia almost 
certain that the associated reserves will no longer be available to inter- 
state transmission out of fear that such sale might eventually lead to 
Federal regulation of the Crude Oil Indus try* 

The lamed late short range effect of the S^hililps Case is that even 
in the face of on increasing demand for more natural gas, the supply avail- 
able to satisfy such demand is going to be decreased* as a result of with- 
holding gaa fro* the interstate market and the continued search for oil the 
nation's gas reserves will increase, while the supply of gas available for 
the interstate market will decrease* 



n* Mature! 0 m rice# 



l ines tns Supreme Court’s decision was made with the thought in 
mind of "protection of consumers against exploitation," it might be vail 
to sea just how much the "independent*" Wei's exploiting the consumers* in 
1950, for example, hill ip* w&a ealiinr gas in the Texas Manhandle to the 
Kiciiigan-Wisconsin Pipeline Roupany for eight end one tenth cents per thou- 
sand cubic feet* It was transported to discord in end sold to local opera- 
tors at the "city *r*te B for thirty-one and a half cents a thousand cubic 
feet* The gas was then distributed to the ccncumer in Madison for #1*67 
per MFC, Milwaukee for ll*U3 and Racine for £2*18 per MFC* it is a little 
hard to aee how Phillips, by charging el^ht and one tenth cents in Texas, 
la exploiting the coneumer in Racins* A reduction of one cent in the field 
priee would bo a decrease of about twelve per cent for Phillips, but only 
one half of one per cent fer the consumer in Racine, provided of course, 
that the decree* e was passed along to the customer* ^ 

As the field price of natural gas goes down, the supply of gas In 
the reserves will decrease and the demand by the consumers will Increase* 
With an Increasing dam end aeetinf a dwindling supply it is certainly ob- 
vious that the price of natural gas must be forced up* Faced with a dimin- 
ishing supply the very states and coammnities that fostered the investiga- 
tion of <1iiixipa will be bidding against each other* Possibly the Federal 
Fewer Rummisaion will than ration gas to the consumer and thua complete the 
full cycle of regulation* 
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C. Kxpiorafclon for Natural was 

As has been previously pointed out, the demand far natural gas has 
become so great in rooent years that the industry has been forced to con* 
duct exploration efforts for it instead of relying on the search for oil 
to accidently discover it* to engage in gas exploration is to take a cal* 
culated chance* In 19 53 there were 10,675 "wildcats" drilled in order to 
find 2UU new gas fields, 97 new distillate fields and l,0c0 new oil fields* 
Since 1925 the average depth per well hog risen from 2900 feet, to U006 
feet in 1953* The average "finding" coats have mors than kept pace with 
the average increase in depth* The average else of a new discovery has gone 
fro* 35 billion cubic feet to 31 billion cubic feet from 19U7 to 1952. the 
average field price has risen from six cents per »cf in 19U7 to eight and 
three tenths cents in 1953. hast year email companies and individual op- 
erators owned 76*9 per cent of the wells drilled* The large 
all together twenty-three, owned but 23*1 per cent of the U9,039 wells 
drilled. 36 

Since the 'hatural gas companies" are discouraged f roc owning their 
own reserves, the onus for finding and holding new pays is placed upon the 
shoulders of the small operator* A* previously pointed out, the "vildcater* 
has about vft* chance in eight of hitting a new pay. The drilling costs are 
rising each year and the average depth of each well is increasing* The 
site of each new discovery is diminishing and now under Federal regulation 
the money received for each cubic foot of gas is at the best probably, going 
to be static and at the worst, decreased* 

Thus the small operator's risk is increased as his prise is reduced. 
In addition, once he finds a new gaa pay he must wait until hie capital la 



<* 
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returned in the fora of depletion a±Xa**uae end tne present Federal i’owsr 
CoMRission's profit rate of six per cent before he is free to beiJLn soother 
nasardous search* 37 In the light of these developments fewer sasli com- 
panies or operators can afford to "wildcat" end fewer will do so, with the 
net result of fewer new finds and thus a decrease in the nation’s natural 
gse reserves* 
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D. natural Gas Supply In Producing States 
Faced with the choice of Federal regulation of Interstate gas 
transmission the large producing states ere most likely going to with- 
hold their gas from interstate markets. In this way the threat of Federal 
regulation of crude oil can he overcone. Texas, which in 1953 held over 
fifty per cent of the national reserves, had nearly half of its production 

nfi 

casing from oil veils. 

The restriction of gas to the producing state is going to throw 
supply out of balance with demand and thereby cause the price at the wall 
head to drop. Gas which was heretofore too expensive for some uses will 
now become cheap, in arses with marginal operation, cheap gas will cause 
a shut in of wells, thus decreasing the states reserves. Waste will ones 
again be rampant. The general result will be s decrease In the nation's 
gas reserves and less gas to the interstate consumer, at the same time the 
producing state will be glutted with gas at ridiculous prices* 



23 



K, Effects on the Petrochemical Industry 
Natural gas In addition to being used commercially m a so urea of 
heat has recently become & ra j product in the manufacture of many synthetic 
chmicels* Seme of the new uses are f o «d In the manufacture of synthetic 
rubber, scaonia, alcohols end other chemicals that arc in wide descend in 
industry* Since these now petro chemical industries use other raw products 
along wltii natural gas they are not necessarily located In the Immediate 
areas of g*» production* Ihsse now indue tries ero now placed in jeopardy 
due to the Federal regulation of toe natural gas Juxluc try* ^9 

these industries are mm faced with the possible increase in price 
of on* of their basic raw materials and a dwindling source of supply* the 
petrochemical industries mast either go out of business or else «wvc into 
the producing states, df course the latter choice is the cost logical, other 
factors regaining the same* Once again some of the far reaching effects of 
Federal regulation of the natural gas industry will be too ci, ration of large 
industries to the greener pastures of the producing a totes where gas is 
plentiful and cheap* All of the northern industrial states will suffer, in- 
cluding the states that advocated Federal regulation* 
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F. Effects of elation on the Oil Industry 
Natural gas hae bean considered * H pr*uiui&" fuel for ma ny years* 

It Is aicch cleaner and e-sier handled than ore its c jape U tore — -oil and 
oo si. In addition, at the current prices it can hest the average hone in 
sojoo areas for only $90 per year against un approximate cost of *200 for 
oil, and $1U5 for coal.**® It has grown tremendously In competition with 
oil and coal. In 1900 gas accounted for but 3.3 per cent of ths mineral 
energy production of the tutted States, while coal accounted for 91*9 per 
cent and oil it. 8 per cent* In 1950 natural contributed 20*2 per cent 
to the total mineral energy of this country, wnile coal had dropped to UU*7 
per cent and oil had risen to 35*1 per cent.^ In this past year oil sur- 
plus has been built up to an alarming figure. The president of Standard 
Oil Company of California recently told the Texas Kuilroad d*msiis«io*u 

• • • .it is apparent to us that the principal rea- 
son for failure of U* 2* crude oil to find larger markets 
is not increasing imports • • • the primary reae ,n is increas- 
ing competition from natural gas and the liquids produced 

therefrom.**? 

Hr. Peterson went on to cay that Texas natural gat producers now receive 
only absut cne-flfth as much for their fuel as do oil producers when compared 
on a heat value basis. Further be said that natural gas aeixing in the 
field for ten cants a thousand cubic feet is like selling oil for sixty cents 
a barrel. Present gas prices are about ten cento per mef and oil la selling 
at nearly three dollars per barrel. Then ho went on to say that; 

This leads to the thought that royalties paid land- 
owners aro inordinately low and in no sense compensate them 
for th® true value of natural g&a b«*ng produced, vntii such 
time as field prices for gas have come into closer balance 
with real values paid to producer of crude oil, property «ad 
royalty owners can continue to expect meager return® and crude 
oil will suffer still further irsro&ds .In its markets.**? 
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If oil can wold Federal re ulaticn In the interestate market the 
results of such regulation of the natural gas industry should be an increase 
in the price and consumption of oil. Host large industries that are pre- 
sently using natural gas for heating purposes have alternate systems where- 
by coal or oil can be used* wince gas nay well be high priced and in short 
supply both coal and oil will benefit from its regulation* 

In the gas producing areas where an increased supply wilx become 
available, the price will drop sufficiently to penult increasing use of 
natural gas for pressure malntance and repressurin : oil wells* It will 
also make gas lift operations cheaper and will penult further recycling of 
marginal oil properties. The effect on the Crude dll industry of Federal 
regulaticjrj of the natural gas industry is going to be that of allowing more 
production of oil, hotter prices for oil ond an expanding market for oil 
products* 
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C. State Conservation Frogrems 

The problem of conservation of gas end oil is primarily a problem 
of economics. 31 tartly after the turn of this century it became apparent to 
both the general public and to the petroleum industry that the supply of gas 
and oil had some definite but unknown limit. It was this acknowledgement 
that brought the problem out into the light. «ow both the industry and the 
various state f overmenU have taken clear and decisive steps along the path 
of conservation. The industry for its part has applied science, engineering, 
and Ingenuity in order to find and nzka available to the public increasing 
quantities of gas and oil. The various states tried to promote conserva- 
tion within their own boundaries by recognising and acting on the relation- 
ship of supply and demand. The formally Act, passed by Congress in February 
of 1935, P*ve the necessary support to the states by prohibiting shipment 
in interstate commerce of petroleum produced in excess of those quantities 
approved by the state commlssi-ns.^ 

The state regulatory bodies have succeeded exceedingly well in 
their conservation pro, rams. By keeping supply in approxim ate balance with 
d srnnd they have prevented en excess of gas on the market and excessive above- 
ground storage. Tills in itself prevents waste. It further holds the market 
price of gas to a v-lue such that producers cannot afford to flare such a 
valuable comodi ty. has previously been pointed out, both the Federal 
Power Commission in its majority opinion and the Supreme Court in its minor- 
ity opinion on the -'hililps Case recognised the fact that such regulation 
and price control would seriously interfere with the state conservation reg- 
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with the Federal Power ^.mission forced to hold g&s prices to un- 
realistic levels it will no longer behoove tile operator to save gas that 
might otherwise be fiorrd* Considerable gas le produced dong with oil* 

If there is no readily available market for this gas it may be diverted to 

other uses or wasted* low prices for gas withm the producing states will 

make cheap gas readily available ana thus cause an incruaae and probably 
wasteful use* Tho net result of Federal regulation will perhaps be the un- 
doing of fruitful years of state conservation* 

in summary* the present trend of Federal regulation wills 

1. induce the immediate natural gas supply available for 
interstate transmission* 

2* f-educe, in the long run, the gas reserves of this country* 

3* Tend to confine natural gas to the state producing it* 

U* Increase the market and the market price of oil* 

5. Increase prices of natural gas in am-producing states* 

6* Decrease prices of natural gas within the producing 

states* 

7* oause a move of the petro -chemical industries into pro- 
ducing states* 

8, Imperil tire conservation programs of the producing states 
thus reducing the nation's gua reserves* 
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VII. FUTU2B AV] SUEu OF itGl.'J^TIVb AKD JUDICIAL Ri'UuLATiUS 

Although ths uprcme Court's decision in the fhiilipe *ase is caus- 
ing more confusion and consternation in the oil end gas Industries then he* 
any other regulation to date, it certainly must not bo considered to bo the 
last attempt at Federal regulation. Already attempts are being made to 
force the Federal l’owor demission to "order a freese on ail natural gas 
rates which now fall within its expanded jurisdiction to prevent unwarranted 
rate increases which are not in the public interest. /resident tisenhower 
recently remarked, "when it coses to the use of power six governments are 
greedy. w ^£ven the Supreme Court's language in handing down its decision in 
the Phillips Case, "the rates charged may have a direct and substantial 
effect on the price paid by the ultimate consumers", warns that oil and coal 
may be marked for the next regulation. ^7 

From time to time If legation has been i traduced to Congress to re- 
duce the present twenty-seven and one hiuf per cent depletion Uxlowanoe on 
gas and oil properties, The most recent attempt was a bill introduced by 
Senator John J. Williams (it, Del.), a member of the donate Finance Committee, 
which would give a fifteen per cent depletion allowance instead of the pre- 
sent allowance. The fact that it was defeated when considered along with 
present tax revisions, does not mean that another attempt will not be mods 
at a later date.^7 

At present the Justice department is investigating the dughes Tool 
Compare and the Reed roller bit Company for possible anti-trust law vio- 
lations.^ dnee an investigation starts it is not necessarily liiidted in 
area or scope. The fact that these two companies control about ninety per 
cent of the drilling bit business is apparently reason enough for the 
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investigation. The very fact that a business is under Investigation is 
enough in Itself to deter business enthusiasm. Denson Ford, vice presi- 
dent of the Ford Motor Company, when csked about the Ford owapany’e *lon£ est- 
range plan for expansion ana modernisation" that they have ever undertaken 
said that the decision to go ahead depends upon whether "we will be free to 
manage our fairs today, tomorrow, and five years from now."50 hie com- 
pany is also under anti- trust investigation. 

The Federal Power Act gives the Federal Power '♦cwssisaiun authority 
over mergers, security issues, and interlocking directorates of interstate 
electrical utility companies.^ Since under the present Natural Cu> *ot 
the OonKicsicn doc a not have the ame authority over "natural gas cun panics" 
it should require no great imagination to see that this presents a fertile 
ground for further regulation of the interstate gas companies* 
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VIII. SUGGESTED AJTI >N TO FttlU,TAbL FUTGME a&oTIUbTi 85 

A. Greater Emphasia Must be Pieced upon Good -ubiic *ie-.atIone 

Dec is i vo steps should be taken to acquaint the public with the 
benefits that the industry has given even the non-consumer. Much sore 
advertising cold be dune along tho lines shown by the American Petroleum 
Imtitute in the current issues of id-fe and the Saturday L venire Font . This 
type of advertising shows the large corporations in a really favorable 
light. Xt helps a little to show the American People that they have nothing 
to fear from a corporation in spite of the loud uproar raised against then 
by selfisn, 8hort-3ir hted politicians. The average a«n on the street still 
thinks that the big investors on wall btreet own the corporations, arid that 
all blr business la bad. tie has been led to believe tills by people in 
public life who know better, lb doubt he would not believe that his own 
neighbor and fifteen million others own all of tho big businesses end the 
corporations too. 

Free enterprise and free competition have been "sold down the river" 
by the smooth talking politicians who would replace it with government regu- 
lation and ownership. Industry, all industry, should perhaps re-acquaint 
the public with the fact that past, present, and future opportunities lie 
not in the government regulation, but in free enterprise. 

Probably one of the clearest, yet aost expensive lessens of govern- 
ment in private business, has been orougnt to light recently in the wtate 
of f*outh Dakota. Hie state for the first time since 19x7 expects to be 
debt free. It oil started in 1910 when a political faction knots* as the 
Nonpartisan league put forth the idea that Dtate ownership co-id eliminate 
the middleman and thus ps28 the benefits on to the connuner. The opposing 



political faction, the Republicans, made a counter move and offered the 
people a state-owned rural credit agency. between 1916 and 1?2U the wtate 
owned a rural credit agency, a lignite sine, a lxa.li Insurance agency, and 
a cement buaineso. The lignite mine failed, the coal mine was sold in 193k 
for a mere 15,000 and the • tate had to put up |2o3,000 before it could get 
rid of the hail insurance business* Only the cement plant made money. The 
dt&te had financed their ru &1 credit venture on the sale of «$U7.5 million 
bonds at 5*3 ter cent interest, in 1920 the debt on this venture had reached 
¥59 millions. Referring to tho rural credit agency attorney uenerai Oharp© 
said in 1932, "• . • the principal causes were political infection, cater- 
ing too much to vote-getwing policies and cheap, shallow, superficial 
s ta tee* aha hip • 

In 193k Millard 0. fcott was named rural credits director ax id orde ed 
to clean up the mess, he returned 7,000 farms to private ownership within 
five years, but the state retained all mineral rights on these farms in hopes 
of eventually offsetting part of its loss if oil is found on these far*. a. 

In addition to borrowing $11 million from the highway Fund, Kr. ocott "leveled 
out" the maturing securities by leasing "Humpback coupon hones” at three per 
cant interest. That the 6 tate of -outh Dakota is this year go inf to be debt 
freo for the first time in thirty-eight years showa how well hr. cott has 
done his job. he now refers to it as "fouth Dakota's socialistic venture. " 

> peaking of this venture fecit said*. 

Apparently we, in South Dakota, had the idea we could 
lift ourselves by the boot straps, be believed the euro for 
all our economic ills was contained in government ownership. 

Why anyone harbors the idea that a political appointee can, 
or will manage a gigantic business venture better than a pri- 
vate citisen, trained and experienced In his own line, using 
his own funds and risking his own future is mure than we can 
underatand.52 
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B. Political Support Squired by Producing otates 

Probably the first action taken by the industry should be a request 
for an immdiate re -hearing of the Phillips Case before the Screws Court. 

At the isw tine new legislation should be introduced into Congress to cor- 
rect and clarify the actual intent of the Natural Gao Act. The tone of the 
Supreme Court's decision should be enough to cause the gac, oil, and coal 
indaatd.es to pool their strength in Congress for a coeuwn cause. 

It is too such to expect that our legislative bodies are the proper 
custodians of the public's desired policies. Congress is not always the 
place In which argue on to are weighed and balanced against lofty Ideala of 
public good, ultimately to be embodied in the "law of the land." legisla- 
tures are rather convenient gathering places wnere pressure groups push and 
logroll while jockeying for political advantage. From time to time, dom- 
inance may rest with labor, agriculture, business or industry, legisla- 
tures have been called the voice of the people, but more often than not the 
only voice heard is that of tha best organised people. Bore than once Con- 
gress hue been caught up in momentary enthusiasm or under pressure from 
powerful groups and enacted unwise legislation. Urgent matters may be 
overlooked or forgotten just because no pressure group is championing thorn. 
Our government is a syattm of checks and balances. Perhaps in the long run 
it aorses close to the public desire when the motion of the legislative, exe- 
cutive, and judicial all come into the picture. In finally reaching the 
point of balance however, the government nay take extreme swings slung one 
avenue or another. 

The judiciary is in too position of testing and interpreting the 
laws enacted by the legislative «nd the powers of the executive. The courts 
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i say vary fro», but do not run counter too long to the will of the people or 
the prevailing political atmosphere. In the past twenty years aore <*nd more 
individual rights have been Surrendered for the "co aeon good." Ihe court 
finds fewer end fewer reasons to protect individual rights that have been 
born and fostered under our heritage of capital!**. Instead powers have 
been passed to the go Vermont in ever increasing matters such that we are 
living next door to social Lsx. The - uprose Court’s decision in the t'hilxipa 
Case and the language used in the xajority opinion certainly indicate that 
we have taken another step towards socialists. 
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II. Silt t>kl AMD {>jdGUkZ-)W 

The Federal regulation of tiue Katwral Gw Industry has grown 
steadily, both by legislative action and judicial interpretation, until it 
now t^iewatena to octtpletaly e.^uif not only the Katurai G«s Industry bat 
the Oil Industry as well* Gu»e of the steps taken in tills re uxation have 
been pood, others have been e. trer-eiy harafel to tho general public and the 
Natural 0 te Industry, not only of this generation but future fenerations as 
well. 3v.es j'Oer legislation iw? been enacted and good legislation hoc been 
defeated because political expediencies have demanded it and bod publicity 
cn the part of the industry has nenelttcd it. 

The uuprer.e Court*;. decision in the Phillips ««ue lifis probably 
doomed eitiicr the Natural -as industry or tho Natural Co* Act of 1?3&» The 
broad interpretation given to the Act by tho Supreme Court givt g rise to 
whole new areas of regulation. ~ueh regulation reduces the Incun Hr a to 
increase our present gas reserves, lines the Cos Industry is faced with in- 
creased demand it cannot properly function without increasing *,as reserves. 
The das Industry is thus faced with the decision of either getting new leg- 
islation enacted to offset the iapreae do art’s decision or watching its gas 
reserves decrease. The public is likewise faced with the choice of a con- 
tinued gas supply at reasonable prices or a sa oiler gas sup, ly at higher 
prices, depending upon wuether they choose freer competition or increased 
regulation for the hatur&l Cos Industry. 
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